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MARTHA STEWART AND HER BROKER | NDI CTED BY U. S. GRAND
JURY:; STEWART CHARGED SEPARATELY W TH SECURI TI ES FRAUD

JAMES B. COWEY, the United States Attorney for the
Sout hern District of New York, and KEVIN P. DONOVAN, the Assistant
Director in Charge of the New York Ofice of the Federal Bureau of
| nvestigation (the “FBI”), announced the filing today i n Manhattan
federal court of an Indictnment charging MARTHA STEWART, the
chai rman of the board of directors and chief executive officer of
Martha Stewart Living Ominedia, Inc. (“M5LO), and PETER
BACANOVI C, a forner securities broker at Merrill Lynch & Co., Inc.,
wi th conspiracy, obstruction of justice and naking fal se statenents
to federal agents. The Indictnment separately charges STEWART with
securities fraud in connection with her artificial manipulation of
the price of MSLO commpn stock, and separately charges BACANOVI C
Wi th perjury in testinony given before the United States Securities
and Exchange Conmm ssion (the “SEC’) and wi t h nmaki ng and usi ng fal se
docunents, in connection with his fabrication of a docunent

submtted to the SEC



The I ndi ct mrent charges t hat STEWART and BACANOVI C engaged
in a schene to obstruct investigations by the SEC, the FBI and the
U S Attorney’'s Ofice for the Southern District of New York into
STEWART' s sal e of stock in I nCl one Systens | ncorporated (“InCl one”)
on Decenber 27, 2001, the day before |InC one announced a negative
decision by the U S. Food and Drug Adm nistration. According to
the Indictnment, STEWART and BACANOVI C conspired to conceal and
cover up that BACANOVIC had caused STEWART to be provided
confidential, nonpublic information regarding efforts by InCl one’s
t hen-chi ef executive officer, Sanmuel Waksal, and a nmenber of his
famly, to sell all of the InmCone stock they held at Merrill
Lynch, and that STEWART had sold her InClone stock while in
possessi on of that information.

The Indictnent’s securities fraud charge agai nst MARTHA
STEWART arises fromher making fal se and m sl eading statenents to
the investing public regarding the reasons for her Decenber 27,
2001, sale of InCl one stock.

STEWART' s Sal e of | nCl one Stock

According to the Indictnment, between 9:00 a.m and 10: 00
a.m on Decenber 27, 2001, BACANOVI C | earned t hat Sanuel Waksal and
a nenber of his famly were seeking to sell all the InC one shares
they held at Merrill Lynch, then worth nmore than $7.3 mllion
(collectively referred to as the “Waksal Shares”). According to

the Indictnment, within mnutes after being infornmed of the efforts



to sell the Waksal Shares, BACANOVI C cal |l ed STEWART. After being
told that STEWART was in transit and unavail able, BACANOVI C | eft a
message, nenorialized by STEWART' s assi stant, that “Peter Bacanovic
thinks InClone is going to start tradi ng downward.” The | ndi ct nment
states that at the tinme BACANOVIC left this nessage for STEWART,
InClone’s stock price was approximately $61.53 per share.
According to the Indictnment, BACANOVIC, who was on vacation,
directed his assistant, Douglas Faneuil, to inform STEWART about
t he Waksal transactions when she returned the call.

According to the Indictnment, on Decenber 27, 2001, at
approximately 1:39 p.m (EST), STEWART tel ephoned the office of
BACANOVI C and spoke to Douglas Faneuil, who infornmed her that
Sanuel Waksal was attenpting to sell all of the InCl one stock that
Waksal held at Merrill Lynch. Upon hearing this news, STEWART
directed Faneuil to sell all of her InClone stock, 3,928 shares,
yi el di ng proceeds of approximtely $228, 000.

The Indictnent states that by selling a total of 3,928
shares of InClone stock on the sane day as the sale and attenpted
sale of the Wksal Shares, STEWART avoi ded significant trading
| osses. On Decenber 31, 2001, the first day that |nCl one stock
traded after the FDA s deci sion was publicly announced, the price
of InClone stock opened at $45.39, representing a decline of

approxi mately 18%



The Schene to Obstruct Justice

I n January 2002, the SEC, the FBI and the U S. Attorney’s
O fice coomenced investigations into trading in I nClone securities
in advance of the public announcenent of the FDA's negative
decision, including into the trades conducted by Sanuel Waksal and
MARTHA STEWART. The I ndictnent charges that STEWART and BACANOVI C
agreed that rather than tell the truth about the communications
with STEWART on Decenber 27, 2001 and the reasons for STEWART s
sale of InClone stock on Decenber 27, 2001, they would instead
fabricate and attenpt to deceive investigators with a fictitious
expl anation for her sale -- that STEWART sold her |InCl one stock on
Decenber 27, 2001 because she and BACANOVI C had a pre-existing
agreenent to sell the stock if and when the price dropped to $60
per share.

The I ndi ct ment charges that STEWART, in aninterviewwth
the SEC, the FBI and the U S. Attorney’'s Ofice, and BACANOVIC,
both in an interviewwith the SEC and in sworn testinony with the
SEC, made false statenments regarding STEWART' s sale of |nCl one
st ock. According to the Indictnent, anong other things, both
STEWART and BACANOVI C conceal ed and covered up that BACANOVIC
caused STEWART to be infornmed of the Waksal transactions and that
STEWART had sold her InClone stock while in possession of that

i nformati on. I nstead, the Indictnent charges that STEWART and



BACANOVI C fal sely stated that they had a pre-existing agreenent to
sell her InClone shares if InClone’s market price fell to $60 per
share.

The I ndi ctment further charges that STEWART and BACANOVI C
each fal sely denied having any conversations regardi ng STEWART s
| mCl one sale or the federal investigations of that sale. The
Indictnent alleges that STEWART and BACANOVIC in fact had
conversations regarding STEWART' s sal e of |InClone shares and the
i nvestigations of that sale. Anong other things, the Indictnent
states that STEWART call ed BACANOVI C on the day she |earned that
the FBI and U.S. Attorney’s Ofice had requested to interview her;
that BACANOVIC called STEWART at 7:09 a.m the norning of her
interview with federal agents; and that STEWART placed nultiple
phone calls to BACANOVIC the day before and the norning of his
sworn testinmony with the SEC

The I ndi ctnment al so all eges that STEWART i n her interview
with federal agents falsely stated that she did not know whet her
t he phone nessage BACANOVI C | eft for STEWART on Decenber 27, 2001,
was recorded in the phone nessage | og nai ntai ned by her assistant.
The Indictnment charges, however, that four days before the
interview, knowi ng that BACANOVI C s nessage for STEWART was based

on information regarding the sale and attenpted sal e of the Waksal



Shares that BACANOVI C subsequently caused to be conveyed to her,
STEWART tenporarily deleted the substance of BACANOVIC s phone
nmessage, changi ng the nessage from*“Peter Bacanovic thinks | nC one
is going to start trading downward,” to “Peter Bacanovic re
i nrcl one.” After altering the nessage, STEWART directed her
assistant to return the nessage to its original form

The Indictnent further charges that, in addition to
maki ng fal se statenents, BACANOVI C altered a docunent in order to
fabricate evidence that would fal sely corroborate BACANOVIC s and
STEWART’ s cl ai ms that STEWART had deci ded to sell her InCl one stock
if the market price fell to $60 per share. According to the
I ndi ctment, on or about Decenber 21, 2001, BACANOVIC printed a
“wor ksheet” that |isted each of the stocks held by STEWART at
Merrill Lynch, including InClone (the “Wrksheet”). On or about
Decenber 21, 2001, BACANOVIC nmde handwitten notes in Dblue
bal | point ink on the W rksheet concerning “tax loss selling”
transactions and planned transactions in STEWART' s account, but
made no notes regarding any purported decision to sell STEWART s
| nCl one shares at $60 per share. According to the Indictment,
after learning of the SEC s investigation of STEWART' s sale of
| mCl one stock, BACANOVI C altered the Wrksheet, using ink that was

bl ue bal | poi nt, but was scientifically distinguishable fromthe ink



used el sewhere on the Wrksheet. BACANOVI C added the notation “@
60" near the entry for |nCl one.

STEWART' s Securities Fraud

The I ndi ctment al so charges STEWART wi t h defraudi ng MSLO
investors by manipulating artificially the price of MSLO stock
through a series of false statenents designed to deceive the
i nvesting public. The Indictnment alleges that foll ow ng the public
announcenent that STEWART had sol d I nCl one shares on the sane day
as nenbers of the famly of Sanmuel Wksal, MSLO s market price
began steadily to fall, froma closing price of $19.01 on June 6,
2002 to a closing price of $11.47 on June 28, 2002. The | ndictnment
states that as of June 6, 2002, STEWART held 30, 713, 475 shares of
MSLO Cass A common stock, which constituted 62.6% of the
out st andi ng C ass A common stock of MSLO

According to the Indictnment, in an effort to stop or at
| east to slow, the steady erosion of MSLO s stock price caused by
i nvestor concerns, STEWART nade and/or caused to be nmade a series
of false and m sleading public statenents regarding her sale of
| nCl one stock on Decenber 27, 2001 that conceal ed that STEWART had
been provided i nformati on regardi ng the sale and attenpted sal e of
t he Waksal Shares and that STEWART had sol d her | nCl one stock while

in possession of that information. The I ndictnment charges that



STEWART nmade these fal se statenments with the intent to defraud and
decei ve purchasers and sellers of MSLO commopbn stock and to mai ntain
the value of her own MSLO stock by preventing a decline in the
mar ket price of MSLO s stock. These false and m sleading
statenents were contained in: (a) statenents nade on behalf of

STEWART by one of her attorneys to the Wall Street Journal,

publ i shed on June 7, 2002; (b) witten public statenents issued by
STEWART on June 12 and 18, 2002; and (c) statenents nade by STEWART
at a conference for securities analysts and investors on June 19,
2002.

According to the Indictnment, anong ot her things, STEWART
falsely stated that she “did not have any nonpublic information
regardi ng I nCl one when [she] sold [her] InClone shares” and that
her sale of InClone stock was executed because she had a
predeterm ned plan to sell her InClone stock if the stock price
were to fall bel ow $60 per share. The Indictment charges that MSLO
stock rose after STEWART issued her witten public statenents on
June 12 and 18, 2002. On June 13, 2002 — the first day of trading
after STEWART issued the June 12 statenent — the price of MSLO
stock opened at $16.05 per share, representing a 7% increase from
the $15 closing price on June 12. On June 19, 2002, the day

STEWART read her June 18 statenent at a conference for securities



anal ysts and investors, MSLO stock cl osed at $16. 45, representing
an increase of approximtely 14%

STEWART and BACANOVI C surrendered to federal authorities
today and the case was assigned to United States District Judge
M Rl AM GOLDVAN CEDARBAUM

STEWART, 62, lives in Westport, Connecticut.

BACANOVI C, 41, lives in Manhattan.

Faneui|l previously pled guilty to one count of receiving
itens of value in exchange for not inform ng agai nst BACANOVI C and
STEWART. Faneuil is scheduled to be sentenced by United States
Magi strate Judge KEVIN NATHANI EL FOX on Septenber 9, 2003.

M. COMVEY, a nenber of the President’s Corporate Fraud
Task Force, praised the efforts of the FBI. M. COMWEY al so t hanked
the SEC for its assistance in the investigation of this case.

Assi stant United States Attorneys KAREN PATTON SEYMOUR,
RICHARD D. ONENS and M CHAEL S. SCHACHTER are in charge of the
prosecuti on.

The charges contained in the Indictnment are nerely
accusations, and the defendants are presuned innocent unless and
until proven guilty.
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MAXI MUM PENALTI ES

COUNT CHARGE DEFENDANT | MAXI MUM PENALTY

One Conspi racy STEWART 5 years in prison;
(18 U.S.C. § 371) BACANOVI C | $250, 000 fi ne

Two Fal se Statenents BACANOVI C |5 years in prison;
(18 U.S.C. § 1001) $250, 000 fine

Thr ee Fal se STEWART 5 years in prison;
St at enent s $250, 000 fine
(18 U.S.C. § 1001)

Four Fal se STEWART 5 years in prison;
St at enent s $250, 000 fine
(18 U.S.C. § 1001)

Five Fal se Docunents BACANOVI C |5 years in prison;
(18 U.S.C. § 1001) $250, 000 fine

Si x Perjury BACANOVI C |5 years in prison;
(18 U.S.C. § 1621) $250, 000 fine

Seven Qobstruction O BACANOVI C |5 years in prison;
Agency Proceedi ngs $250, 000 fine
(18 U.S.C. § 1505)

Ei ght Qobstruction O STEWART 5 years in prison;
Agency Proceedi ngs $250, 000 fine
(18 U.S.C. § 1505)

Ni ne Securities Fraud STEWART 10 years in prison;

(15 U.S.C. § 78j (b))

fine of $1 mllion or

tw ce gain or |oss

10




